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The automotive industry in India has undergone a rapid transformation in the last few years. It is encouraging the domestic manufacturers to compete in a market, which is already flooded with major global players and is attracting many more global majors to enter the fray.

Despite a relatively late start-up, the automotive industry has been gradually evolving into a dynamic sector of the Indian economy, which is driven by market forces.  Till 1991, companies desiring to set-up manufacturing operations had to procure an industrial license for manufacture of their products from the Ministry of Industry.  With the liberalisation of the Indian economy in 1991, these procedures were removed.  This, together with a latent pent-up demand resulted in a large number of global vehicle manufacturers getting attracted to the Indian market.

For many decades, the Indian consumer did not have much to chose from as only three Indian car manufacturers (Hindustan Motors and Premier Automobiles till early eighities and Maruti Udyog Ltd.) existed in the pre-liberalisation era, and given the licensing regime, no foreign companies were allowed.  Thus, the liberalized policies and a promising market in India led to the entry of companies like Daweoo, Hyundai, Ford, General Motors, Honda, Mitsubishi, Fiat, Mercedes Benz and Toyota in the passenger car segment.  Few others like Volvo and Iveco ventured in the commercial vehicle segment also.

Although the Indian auto component-manufacturing base had been rapidly evolving, it needed some time to be able to produce all the components required by the foreign manufacturers for their vehicle models.  This meant that the foreign manufacturers had to source most of their component requirement from abroad, which in turn translated into a large foreign exchange outflow from the country.

To balance the currently large foreign exchange outflow from the country, the Indian government introduced a Memorandum of Understanding (MoU) requiring the foreign company to meet certain export targets, and to indigenise its production.   The specific obligation was, however, determined on a case-to-case basis.

This was further defined in the Auto Policy introduced by the government in November 1997. The Policy required a minimum foreign equity of $50 million over 3 years, upto 50% indigenisation of components by the third year and up to 70% by the fifth year, and an export obligation to maintain foreign exchange neutrality. 

The vehicle production continued to grow all these years.  Particularly, as a result of the entry of the foreign majors, tremendous growth has been projected for the motor vehicle sector in the coming years.  Motor vehicle production grew from 3,685,669 units in 1995-96 to 4,476,351 units in 1998-99.

The fast growth, however, had slightly reduced in 1997-98.  The overall slowdown in the economy, which increased by only 5% in 1997-98 vis-à-vis 7% in 1996-97, had lead to a reduced domestic demand.  The overall export rate too had not kept pace with the average growth of nearly 20% witnessed in the previous years.  This phenomenon was, however, cyclical in nature and with a push being given to the economy by way of further reforms, it was bound to yield the planned growth rates. 

INDIAN AUTO COMPONENT INDUSTRY - A STRONG PARTNER

Indian auto component industry today is a very vibrant sector of the Indian economy and is a net foreign exchange earner for the country.  The principal feature of the Indian auto component industry is that it is a high investment sector of the Indian economy with state-of-the-art technology, serving a large number of vehicle models.

There are over 350 major players in the auto component sector.  Most of them are evenly distributed in the north, south and western parts of India.

The Indian auto component industry produces a comprehensive range of components, which include engine parts, drive transmission and steering parts, suspension and braking parts, electrical parts, equipment and other parts.  The component wise share of production during 1998-99 is as follows:
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PRODUCTION OUTPUT

The output of the auto component industry stood at Rs 126,830 million in 1998-99, which is a growth of approximately 88 percent over the output in 1994-95. 

	Year
	Auto component industry growth in production

(in million Rs)

	1994-95
	67272

	1995-96
	90581

	1996-97
	114754

	1997-98
	120318

	1998-99
	126830


EXPORTS

The auto component industry has been consistently exporting an average of about 20 percent of its production over the last few years. The growth figures are as follows:

	Year
	Auto component industry growth in Export 

(in million Rs)

	1994-95
	6,640

	1995-96
	8,928

	1996-97
	10,329

	1997-98
	12,273

	1998-99
	14,000


Over the last few years, the nature of customers for the export market is undergoing a considerable change.  From being exporters to principally the aftermarket, they are graduating to principle suppliers to OEM’s throughout the world.  The contracts for supply to major OEMs are won against stiff international competition.  This is a reflection on the quality of products being produced by the component manufacturers in India.

The export destinations for auto components have also undergone change correspondingly in the last few years.  The principle destinations for auto components have changed to Europe and America from mainly Africa and South East Asia.

Destination of Auto Components from India

Europe
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FOREIGN COLLABORATIONS & INVESTMENTS
With the spurt in the number of foreign vehicle manufacturers, a considerable amount of investment has flown into the auto component sector through foreign investments in the form of Joint Ventures and technical tie-ups with foreign partners.  These tie-ups have resulted in considerable upgradation of technology in the past few years.  Nearly 350 collaborations exist in the auto component sector, over hundred with Japan itself, followed by Germany, USA, and UK.

QUALITY

The Indian auto component industry has been making rapid strides towards achievements of world-class.  Quality systems by imbibing ISO 9000 / QS 9000 Quality Systems.  Already more than 150 companies have been certified for ISO 9000 Quality Standard.  Many companies have also been able to achieve QS 9000 Quality Standards also.

PRODUCT DEVELOPMENT

The industry has been making efforts to develop products according to the specifications required by the new projects in the vehicle sector.  Products such as collapsible steering columns, asbestos-free brake linings, interior decorative, retractable mirrors, and central locking systems.  Power steering, remote controlled locking systems, power windows, catalytic converters, etc. are examples of new product development.  Technology has also been upgraded in the areas including:

Plastics, trims, dip moulding, electronics, electro-magnetic interference, anti-lock braking systems, environment and safety related critical items and new materials.

With cheap skilled labour, one of the world's best managerial and technical talent, and an investment and trade friendly climate, India offers an opportunity of being not only a sound manufacturing base, but also of being a strong sourcing base for the foreign company's global requirements.
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